
pric. ela.ticity of the d.lI&nd for goods:

share of labor co.ts in total co.t in ••ctor 1 :

sh.r. of labor co.ts in total co.t in s.ctor 2:

initi.l fraction of l.bor .mploy.d in ••ctor 2:

To glt quantitativI rl.ults from thl modi 1 , we ~t providl certain inputs to the

modll. U.inS th••1 inputs, thl lI.th.llatical lIacro.conollic model is solved

num.ric.lly u.inS a FORTRAN program written specifically for this model. In our

ba.elin. c.lculation w. u•• the following v.lu.s for the lIajor inputs to the

IDodel:

Ba.elin. Param.ters

1. 50

0.64

0.64

0.32

dir.ct ~act of SFAS 106 on labor co.t. in ••ctor 2: 0.03

labor .upply .la.ticiey 0.00

Th. pric••l ••ticiey of dell&nd of 1.5 i. probably too hiah, but it was cho••n

b.c.use .xp.ri_ntation vith the model indicated that the iapact of SFAS 106 on

the GNP-PI incr••••• wh.n the prici .la.ticiey of d.lI&nd incr•••••. Thus, u.inl

a value of 1.5 mo.t lik.ly ov.r.tat•• the iapact on the GNP-Pl.

The sh.re of l.bor co.t 1n tot.l co.t 1n .ach ••ctor vas ••t equal to 0.64 to

m.tch the .ctual sh.re of l.bor co.t in total GNP in the United State•.

The value of 0.32 for the fr.ction of labor employ.d in s.ctor 2 w.s cho.en to

match the fraction of U.S. private .ector employe.s cov.red by SFAS 106. Th.

macroeconollic model i. intended a. a model of the priv.t•••ctor, so the .har.

of private ••ctor e.,loya.nc covered by SFAS 106 i. used for the fraction of

employment in .ector 2.

The v.lue of 3' for the direct impact of SFAS 106 on l.bor co.t. i. indicative

of the impact of SFAS 106 on eho.e employers who prOVide post-neira_nt ..died

benefi ts and vas cho.en to lI&intain consistency between TELCO SFAS 106 cost. and
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those assua.d for all oth.r employers who will incur SFAS 106 costs.

Specific.lly this v.lu. w.s d.velop.d by multiplying TELCO's incr•••• in l.bor

costS due to SFAS 106 by .11 of the adjustm.nts exc.pt for the Non-Covered

Employees Adjustm.nt .nd the tabor Cost Percent.ge Adjusem.nt.

Finally. the value of the l.bor supply elasticity h set equal to zero.

Empirical studi.. of l.bor supply (sUlla.riud in Ch.purs 1 .nel 2 of the H.ndbook

of Labor Econo.ic., North-Holl.nd, 1986) typic.lly fincl that in r ••ponse to a

perm.nent reduction in the w.se rate ••n will tend to increa•• eh.ir l.bor .upply

and wo••n t.nd to reduce th.ir l.bor supply. That i., th••• studie. typic.lly

find a n.s.tive l.bor .upply el•• ticity for m.n .nel • po.itive l.bor supply

el.sticity for wo••n. Th••od.l us••• v.lu. of the a.,r••ace l.bor .upply

elasticity. which ••••ur•• eh. rupons. of .Ur.l.u labor .upply (Mn plu.

wo••n) to chanl" in the w.s. r.u. Th••Urel.t. labor supply .l..ticity 18 an

.ver.s. of the n.s.tiv. l.bor .upply .l•• ticity of Mn &Del eh. positive labor

supply el•• ticity of wo..n. It is typic.lly found to be clo•• to z.ro. or .ven

slightly n.s.tiv. (.urv.y of uncollp.ns.ted w.l. el..ticiti...~r1z.el in

T.bla 3.5 of Kark R. Killinl.worth. Labor Sypply, C..oriell. Univ.r.ity Pr••••

1983). S.c.us. the illp.ct of SFAS 106 on the GNP·PI i. l.rg.r for high.r l.bor

supply elasticiti... we set eh. l.bor .upply el••ticity .qual to uro raeher than

slightly n.s.tiva to suard .gainst under.t.tinS the t.pact on eh. GNP-PI.

Using the valu•• li.t.d above in our ba••lin. c.lcul.tion l.ada to .n incr....

of 0.0138\ in the priv.t•••ctor pric. index. For co.pari.on, the b.ck-of-th.­

envelope c.lcul.tion for ehi. c••e l ••ds to .n incr.... of 0.614\ in the pric.

ind.x. It i. us.ful to defin. the ·p•••ehroulh co.ffici.nt- •• the incr.... in

the pric. index .ccordinl to eh••oel.l divided by the back-of-th.-.nv.lop. pric.

incr••••. In ehi. ca•• eh. p...ehroulh co.ffici.nt i. 0.0225 (0.0138\ + 0.614\),

which indic.u. that the incre••• in eh. priv.te ••ctor pric. index i. only

0.0225 tiM... lars••• inclic.t.d by eh. b.ck-of-eh.-.nv.lope c.lcul.tion.

S.ctor. 1 .nd 2 tos.eh.r cOllpri•• eh. priv.t•••ctor. Th. macro.conoaic moclel

tre.ts the gov.rnaent ...ctor •••n indep.ndent sector with .aploywaent .nd output

determin.d ind.p.nel.ntly of the priv.te s.ctor. Th••ff.ct of SFAS 106 on the

GNP-PI .quals the .hare of gov.rnaent sector v.lue .d4ael in GNP (10.6.)
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multipli.d by eh. imp.ct on governm.nt s.ctor pric•• plus the sh.re of priv.t.

s.ctor v.lue .dd.d in GNP (89.4') multipli.d by the incr•••• in priv.te ••ctor

prices. lec.us. the gov.rt1IHnt is not .ubj.ct to SFAS 106, the iJIp.ct on

gov.rnm.nt ••ctor pric•• i. z.ro. Th.r.for., the imp.ct on the GNP-PI i. 89.4\

of the imp.ct on the priv.t•••ctor price ind.x. Thus the b.ck-of-the-envelope

calculation yi.lds a 0.549. (0.894 x 0,614\) incr•••• in the GNP-PI. and the

bas.lin. c.lcul.tion indic.t•• th.t the GNP-PI will incr•••• by only 0.0124'

(0.894 x 0.0138'). Th. p••• through co.ffici.nt for the GNP-PI i. 0.0225 which

is identic.l to the p••• through co.ffici.nt for the priv.t•••ctor price index.

The conclusion froa the b••• lin. c.lcul.tion i. v.ry .trong: th. i'P.'t of

SEAS 106 on the GNP-PI 1. only • tiDY fr,ckipn of kh. "Punk indic.,.d by the

b.ck-of- kh.-.ny.10p. c.lcul.tion.

' ••vltiDl IlpIct of SPAS 106 on TELCO Itl.ti•• to it. 9!lrlll IlpIck on the GIl·

To calcul.t. eh. r ••ultin. r.l.tiv. tap.ct of SFAS 106 on th. GNP-PI co~.r.d to

TELCO, w. r.turn to the c.lcul.tion of th. Labor Co.t P.rc.nt••• Adjusc.ant.

This w•• b•••d on eh••••~tion that .11 .dditional co.u ",ill b. p••••d ehrouah

completely into pric.. (and into eh. GNP-PI) and w. lNIIt nov chan.. that

a.sumption to r.fl.ct the output of our ..cro.conoaic aodel.

Th. mod.l indic.t•• th.t the GNP-PI will incr•••• by 0.0124'.

Looking fir.t only .t th. dir.ct .ff.ct of SFAS 106 on TELCO, w. find that th.

incre••• in TELCO'. direct l.bor co.t. is 6.295\. Thus TELCO'. co.U will

incr•••• :

by 6.295' of 38.5' of 74.3. of output

(i .•.• by 6.295' of the percenr of ourpur

repre.enred by TELCO'. labor co.r.)

1.8027' of output

Thus the GNP·PI would r.fl.ct only 0.0124 + 1.8027 or 0.69' of the .dditional

dir.ct co.t. incurr.d by TELCO due to SFAS 106.
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Addition.l M.erp.egnowic Eff.et. of SEAS 106

In addition to the r ••ult r.port.d above our m.cro.conomic mod.l indic.t.s that,

in r ••po~, to the imp.et of SFAS 106, the W.S. r.e. in the n.tional .conomy

could .v.neually fall in r.l.tiv. t.rm. by 0.926' (i .•. , r.l.tive to wh.t it

would h.ve b••n in the .b••nc. of SFAS 106) To th••xt.nt th.t TELCO could al.o

ben.fit fro. a r.lativ. r.duetion in it. w'S', this could h.lp to offs.t the

increa•• in it. cost. due to SFAS 106. If TELCO w.r••bl. to achieve the full

reduction of 0.926' the eff.ct may b. calculat.d a. expl.in.d b.low.

SFAS 106 incr••••• TELCO's dir.ct l.bor co.e. by

If the national w'S. r.e. i., in f.ct. r.duc.d

TELCO'. dir.ct l.bor co.t••r. r.duc.d by

Th. n.t incr•••• in TELCO'. dir.ct l.bor co.e. i.

Thu. TELCO'. ov.r.ll co.t. would incr••••

by 5.369' of 38.5' of 74.3 of output -

in r••p.ct of it. own l.bor co.t.,

(1 .•. , by 5.3691 of the p.rcent of output

repr•••nt.d by TELCO'$ l.bor costs)

by 0.0124' of 25.7' of output

in r ••p.ct of it••uppli.rs' pric.s

(i.e .. by .012'1 of the purchased inputs

used by TELCO)

for • tot.l iner.... of
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Thus if rELCO could benefit from a relative wage reduction of .926t, its overall

costs would increase by 1.5406' of output instead of the 1.8027' of output

calculated earlier. This indicates that macroeconomic effects, inclUding a

possible reduction in TELCO's wage rate could finance a percentage of its

addi:ional SFAS 106 cOlt, calculated to be

(1.8027 1.5406) + 1.8027

Thus the combined effect of the impact of SFAS 106 on the GNP-PI (0.7') and on

other macroeconomic variable. includins the wase rate (14.5') would still leave

84.S' of TELCO's additional SFAS 106 COlts unrecovered.
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IV. SENSITIVITY OF RESULTS

While we have att'lI1't.d to calculate the r ••ults outlin.d previolaly in a.

accurate a manner as pos.ibl., it should b. obvious that many of the results are

subject to variability due to eith.r the unc.rtainty of the und.rlying data or

the ne.d to lIak. SOli. a"WDption. about future or unknown factors. In this

section w. di.cus. the s.nsitivity of ,ach of the pr,violaly d.rived valu.s and

of the aSlr.gate r.sult to reasonable variation in unclerlying data and/or

assumptions.

The ILI .'Jibo401ou

Inicial Calculation of GNP BLI and TELCO BLI: In calculatins GNP BLI and TELCO

BLI th.re w.r. ewo ar.as of unc.rtainty that we analyz.d. With r ••p.ct to th.

calculation of GNP BLI w. utiliz.d av.ras. BLls by indu.try and th.n utiliz.d

industry w.ilhtins. d.riv.d fro. the GAO .urv.y to d.riv. a final GNP BLI. Had

we, inst.ad, utiliz.d an assr.sat. 'lI1'loy•• w.ilht.d av.ras. ba••d on our data

ba•• only w. would have deriv.d GNP ILl ... 2613 insJi.ad of .2568. Thi. would

have r.sult.d in incr.a,inc the r.lativ. iapact of SFAS 106 on GNP c0ll1'ar.d to

TELCO fro. 28.3' to 28.7'. With r ••p.ct to the calculation of TELCO BLI, the

great•• t ar.a of unc.rtainty aro.. in d.ciding how to w.icht the variOla plans

sponsored by .ach Pric. Cap LEC. W. d.cid.d to w.icht th•• ba••d on .mploy••

counts. W. b.li.v. this wa. a cons.rvativ. approach b.cau.s. in our data ba••

only on. s.t of plan provisions i. lIaintain.d for .ach ,aploy.r. If we a••u.a

that wh.r. an 'lI1'loy.r h...or. than on. plan it i. the DOr. I.n.rous plan which

is report.d in the data ba•• , th.n it would b. appropriate to utiliz. 2D1x th.

1I0re gen.roua plans in calculatins the TElCO BLI. If w. had tak.n this approach

it would have r.duc.d the relative impact of SFAS 106 on GNP compared to TELCO

froll 28.3' to 27,7'.

D.mo,raphlc Adjustm.nt • W. adju.t.d for the fact that TELCO will uti liz. lower

rat.s of turnov.r than tho.. us.d by oth.r .aploy.r. in deJi.rmininl SFAS 106

co.t.. It i. hard to argue that the .... pr.-r.tir nt withdrawal a••uaption

should b...de becala. TELCO'. d'DOsraphic. ar. th lv•• eh. r ••ult of 10Vlr
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turnover r.e.s .ceually experienced by TELCO. How.v.r, if we w.re to assume the

same withdr.w.l p.etern. for both TELCO and GNP (while ret.ining the different

demogr.phics). the rel.eive imp.ce of SFAS 106 on GNP comp.red to TELCO would

increase froa 28.3' to 34.6'.

The adjustm.nt due to age and past service diff.renc.s reli•• on d.mographic data

provid.d by the ••par.te Price Cap LECs and aver.g.d into a single composite

TELCO census having an av.r.ge ag' of 416 with av.r.se past service of 16.6

years. If we were to reduce the ag. and service to 40.6 .nd 15.6 r.sp.ctively.

the relative impact of SFAS 106 on GNP compared to TELCO would increase from

28.3' to 29. 7t.

A degree of unc.rtainty is .lso pr...nt in our .djustJlent due to e.rU.r

retirem.nt AllOns TELCO employ.... This uncertainty .rb.s in the d.termination

of a national av.r.s. r.tir...nt ag' .ssumption. W. b.li.v. our USI of .S' 63

was a conservative assumption in that thl limit.d data on the subj.ct

(Glrontololilt Vol. 28, No.4) ,.1.. to indic.t. a national aVlr.SI rltir...nt

age beew••n 63.5 .nd 64. Furth.rmor., if as exp.ctld, .mploy.r, in the GNP t.nd

to be aggr.,.ive (i.e .. optimistic) in 'Itting a••umptions for ICCruing post­

retirem.nt liabiliey. it miaht sl.a r ••,onable to utilizl .n .S. 64 assumption.

If an age 64 as.umption h.d b••n us.d the relative impact of SFAS 106 on GNP

compared to TELCO would have b••n reduced froa 28.3' to 25.6\.

Curren~ Reciree AdjulCINnC - Th. c.lculation of this adjustJHnt is predic.ted on

an average claim r.t. p.r r.tire. for the GNP of $1.802 and a r.tio of r.tiree.

to covered active. of .1726. Th. claim rat. was derived by taking the 1990 r.te

of $1.514 as reported in th. H.witt As.ociaus Survey of R.tire. M.dical B.n.fits

and incre•• ina it by 19' for a.dic.l trend inflation. Th. r.tio of retir••• to

covered activ•• was deriv.d froa the GAO study. Whil. we b.li.v. 19' to b. a

realistic a.suaption for ..dical inflation. we recosniz. that the national

average could aceually have incr••••d by more. If w. a••um•• 25' incr•••• in

the av.rage cl.im. to $1,892, and furth.r assum. th.t the .ctual r.do of

retire•• to activ•• ha. incr••••d to .2 (from .1726) the rel.tiv. imp.ct of SFAS

106 on GNP comp.red to TELCO would incr•••• from 28.3' to 29.2'.
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Also, inh.r.nt in this Adjuscment is the assumption that ehe d.mography of the

current TELCO r.tire. is id.ntical to that of the GNP. In fact, this too is a

conservative assumption b.cause TElCO employ••s g.n.rally retire at young.r ag'.

than the national average and thua the liabiliti.s for TELCO will tend to b.

higher on this account than for the retirees in the national economy. If.

however, we were to assume that retire.s at TELCO were so••what~ than those

in the GNP and hence gene.rated SFAS 106 cost per $1 of retir•• claim cost that

was la' le.. than that for the GNP. the relative iJIIpact of SFAS 106 on GNP

compared to TELCO would only incre... from 28 .. 3' to 28. U.

Pre-fundin, AdJuscment - This adjusaaent look.d at the .ff.ct of TELCO's .xiatinl

pre-funding of post retir.m.nt ••dical b.n.fits as coapared with no pr.-funding.

By doing this w. mad. the conservative a••u.ption that there i. no pr.-fundinl

in the GNP. If we a..wa. th.n is pn- funding in the GNP to the ext.nt that

assets equal to on. years clai.s have acc~lat.d, and that annual contributions

to such funds amount to clai.s plu. 10', eh. relative impact of SFAS 106 on GNP

compared to TELCO would reduce froa 28.3. to 26.2'.

Non-covered Employee. AdJuscment - This adjuac.ent co... from the GAO surv.y

which deutlIin.d that 30.7 million private s.ctor .aploy.e. in the tJ. S. ..y

eventually qualify to r.ceive b.n.fits und.r th.ir .mploy.r's post-r.tire..nt

medical plan. According to the GAO this estimac. is subj.ct to so•• sampling

error and could b. as high as 37.5 million or as low a. 23.9 million. At eh.

extre... this would caus. the relacive impact of SFAS 106 on GNP compar.d to

TELCO to vary from 22.4' to 34.1' as compar.d to our d.t.rmination of 28.3'.

Per Unit lAbor COIC AdJulcment - In calculatinl P.r Unit Labor Cost Adjua~nt,

allocac.d compensation and h.adcount were u..d. No sensitivity analysis wa.

perfotlled on this Adjulea.nt becau.. of the validity of ch. data used and eh.

straightforward nature of the calculation.

ubor Cost Percenta,e Adjuscmenc - In calculating the Labor Co.t Percental'

Adjuaca.nt w...swa.d that TELCO'. suppli.rs wen 11k. the aver.g. company in the

GNP. In particular w••"WI.d that their labor co.t. were 64.27. of output and

th.t th.ir incre••e 1n labor costs w•• 13.60\ of the corre.ponding incr•••• for
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TELCO. Had v. a.su..d that th.y had no incr.a•• in labor costs due to SFAS 106

the relative impact of SFAS 106 on GNP compared vith TELCO vould have b••n 30.6'

inst.ad of 28.3': had v. as.u..d th.y vould .xp.ri.nc. the sam. incr.a•• due to

SFAS 106 as TELCO the r.lativ. impact would have b••n 19.3' instead of 28.3\.

The Macro.conca!c Mod.l

How robust is the eonelu.ion drawn from the macro.eonoaie mod.l in Section III?

To answ.r this qu•• tion v. have examin.d the .ff.ct of varyinl each of the

bas.lin. par...t.r. that constitut. the major input. to the mod.l.

W. indicat.d .arli.r that v. b.li.v. the prie••la.ticiey of d.mand of 1.5 is

probably too hilh and thu. ruard. asain.t und.r.tatin, the .ff.et on the GNP-PI.

Non.th.l••• v. vill .how the .ff.ct of iner.a.ins the value of this param.t.rto

3,

For the .conc.y a. a whole labor co.u are 64' of output and our b...lin.

calculations a••u-. that the .... is true in .ach of the two ••ctor. of our

macro.conoaic .adel. To t.lt ••nsitiviey w. will .how the r ••ult. if. in .Ich

s.ctor in cum. labor cOlt. v.r. a. low a. SO, of output or a. hilh a. 78' of

output.

We us.d a fraction of labor .mploy.d in ••ctor 2 of 0.32. This was bal.d on the

sam. nuab.rl froa the GAO lurv.y al v.r. u..d for the Non-Cov.r.d Employ•••

Adjustm.nt (30.7 aillion out of 95.8 million private s.ctor employ••• ). As

indicat.d on pa,. 36 the GAO calculat.d that due to po•• ibl. '&aplinl .rror the

figure of 30.7 million could b. a. hi&h al 37.5 million (39.1' of 95.8 million)

or •• low .. 23.9 million (24.9' of 95.8 million). W. will .how the eff.ct of

using fractions of labor .mploy.d in s.ctor 2 of 0.24 and 0.40,
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As noted earlier. the direct i~act of SFAS 106 on labor costs in sector 2 va.

taken to be +3t. The corresponding impact on TELCO labor costs i. +6.3t and the

baseline value of 3\ is derived using the Adjustment factor. in Section II a.

6.3 x (3) x (4) x (5) x (6) x (8)

6.3 x .5850 x 5438 x .9287 x 1.313 x 1.3062

l.ll

There is thus an appropriate con.istency in the ba.eline value used for this

parameter. Nonethele•• ve vill shov the re.ults of varying thi. value over a

wide ranle (from 2\ to 5\) while keepinl the TELCO value constant at 6.3\.

Finally we vill examine the .ensitivity of our results to variations in the value

used for labor supply elasticity, We believe. by setting the labor supply

ela.ticity equal to zero rather than sliihtly ne.ative. that already ve have

luarded asainst understadna the t.pact on the GNP-PI. Nonethel••s w. will show

the effect of usinS positive valu.s of 0.1. 0.2. and 0.3 for the labor supply

elasticity.

The table that follows shows the re.ult. obtain.d by chansins each of the 6

baseline parameter., one et a tt... In .ach of the rows of the table, the value.

of 5 of the 6 inputs to the .adel are the .ame a. in the baseline calculation

listed above. The input .hown in the table is the one input that is chansed fro.

the baseline calculation.
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Sensitivi~ Analysis

Price elalticity of demand - 3

Labor share in total cost, sector 1 - 0.50

Labor share in total COlt, sector 1 - 0.78

Labor share in total cost, sector 2 - 0.50

Labor .hare in total co.t, sector 2 - 0.78

Fraction of labor employed in .ector 2 - 0.24

Fraction of labor employed in .ector 2 - 0.40

Direct impact on labor co.ts in sector 2 - +2t

Direct impact on labor costs in sector 2 - +5t

Labor supply ela.ticity - 0.1

Labor supply ela.ticity - 0.2

Labor supply elasticity - 0.3

Effect
on GNP

Price Index

0.0227\

0.0099t

0.0145t

0.0103'

0.014U

0.0104t

0.0137t

0.0056t

0.0336t

0.0642'

0.1136t

0.1579'

Pass through
Coefficient

0.041

0.021

0.023

0.020

0.024

0.025

0.020

0.015

0.037

0.117

0.205

0.287
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Thl Oylr.ll I ••ult.

~e have conclud.d that thl over.ll impact of SFAS 106 on the GNp·PI will refl,ct

only 0.7' of the SFAS 106 co.ts incurr.d by TELCO. S.parat.ly we have calculated

that if TELCO w.re able to b.n.fit from the sam. r.lativ. r.duction in its wage

rate as will b••xp.ri.nc.d in the .conomy .. a whole this would financ. a

further 14.5' of ita additional SFAS 106 co.ts. This would leave 84.8' of

TELCO's additional SFAS 106 co.ts to b. m.t froa oth.r .ourc••. W. now show the

s.nsitiviey of the ov.rall r ••ults to the int.raction of the vari.bility of the

BLI M.thodololY and the variability of the input. to the Macro.conomic Mod.l.

The bas. lin. inputs to the mod.l includ. the a••umption that the dir.ct impact

of SFAS 106 on labor co.t. in ••ctor 2 i. +3.. W. have ahown the .ff.ct on the

mod.l of r.ducins this fiSUr. to +2. or incr.aainl it to +,. with oth.r input.

r.mainins unch.nl.d. Th. value of 3. (mor. pr.cia.ly 3.11') corr••ponda to a

SFAS 106 Co.t Inert... btio of 28.3' (pas. 9). 'nt. valu•• of 2. and S'

corr••pond to co.t Incr•••• btio. of 17.8' .nd 44.5. r ••p.ctiv.ly: w. b.li.v.

this rans. adequately .ncollp..... the 11k.ly vatiationa in this ratio. To

demonstrate the interactive .ff.ct of po.. ible variabi11ey w. have produc.d thr••

s.ts of rllults. on. for ••ch of the valu.. 2.. 3. and 5.. Th. foUowins

schedule show. for .ach of th••• valu•• the r ••ult. if ••ch of the oth.r input.

is s.t at the ba••11n. valu•• follow.d by the r ••ult. if .ach of the oth.r input.

is vari.d alone •• indicat.d.
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peRCENTAGE Of TELCO'S ADDITIONAL SfAS 106 COSTS:

(a) reflected in the GNP-PI,
(b) financed by potential reduction in relative wage rate and
(c) to be .et fro. other sources

If Addition.l SEAS 106 cost of Ayer'le E.ployer With SEAS 106 Liabilities il

Input to KaCfOlCOOOWlc Hodll 21 J\ $I
{All ...eIJn. .Ke-at al lndlcatedl W. ill .!£l W. ill ill 111 ill W

I.sellne 0.3 9.9 I1J 0.7 14.5 I!L...I 1.9 23.4 l!!.J

Price elasticity of de..nd - J 0.6 9.6 I1J 1.3 14.1 ~ ],4 22.3 1!L.1

Labor share in total cost, sector 1 - 0.50 0.2 9.5 mJ 0.6 0.9 I.L.1 1.5 22.6 l..L.!

Labor share in total cost, sector 1 - 0.78 0.4 11.4 ILl 0.8 16.8 ~ 2 2 27.2 l.2...i

Labor share in total cost, sector 2 - 0.50 0.3 10.4 JL.1 0.6 15.5 ll...2 1.6 25.0 ll..!!

Labor share in total cost, sector 2 - 0.78 0.4 8.6 !U 0.8 12.8 J.L.! 2.1 20.6 l.l....J.

Fraction of l.bor ••ployed in sector 2 - 0.24 O. } -7.3 tL! 0.6 10.9 Il.J 1.6 17.5 IL2

Fraction of labor e.ployed in sector 2 - 0.40 0.3 12.4 ILl 0.8 18.2 Il..Jl 2.1 29.4 i.L2

Labor supply el.sticity - 0.1 2.2 8.4 ~ 3.6 12.3 ~ 6.6 19.9 l.l....2

Labor supply el.sticity - 0.2 4.0 7.1 IL..2 6.2 10.4 ll..! 11.0 16.6 lL.!!

Labor supply elasticity - 0.3 5.7 5.8 lL.} 8.8 8.4 n....! 15. 1 13.6 Il....1
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Other f'C:;9;1

In performin& this .nalysis there wen two f.ctors that simply could not be

quantified due to l.c:k of any relev.nt dat.. first of all .s c.n be seen from

Appendix A, our data base from which the GNP SLI was calculated included .1II0st

no employees working for employers with fever than 500 employees. ~e believe

that this tends to overstate the GNP SLI, because such limited data as exilts

suggests that the slllller the employer the less generous the benefits, but we

c.nnot make. definitive state.ent to that effect. Secondly our analysis only

incorporated the iapact of SFAS 106 with respect to e8ployer sponsored post­

retirement medical plans. SFAS 106 also applies to Life and Dental plans as vell

as certain other miscellaneous benefits (e.g .. subsidized telephone rates for

retirees). As noted, there is simply no .eeessible data on the prevalence and

magnitude of these plans 1n the GNP We can. however, IIIke two relevant

observ.tions:

•

•

In general. post - retire.ent .died plans generate far greater SFAS 106

cost than post-retire.nt life, dental and other plans.

If .n eaployer doe. not .ponsor • po.t-retire.nt ..dical plan it is .t.ost

certain that it does not provide .ny other post-retire.ent benefit cover'le

(other than pension).

S.sed on the .bove .nd the fact that only 26.8' of employee. nationally will get

post- retiulHnt .edicd benefits subject to SFAS 106, we conclude that the

inclusion of Life. Dental, and other non-pension benefits in the analysis had

such data been available would not have had. JIIteri.l impact on the results.
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Conclu,iqn

Remembering that at each seage of our calculation procels we have sought. when

faced with a choice, to adopt a conservative stance and reviewing the results of

this sensitivity analysis, we feel confident that our conclusions represent a

reasonably accuraee refleceion of what is likely to happen in praceice.
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V. APPENDIX A .. SUKKARY OF DATA

The tAbl.s, charts, and graph. on the following pag•••~rize the data utilized

in this analysis. Included are the following:

Summary of Godwins Company Data aas•.

Summary of BLI calculations.

o Comparison of TELCO and the GNP with respect to Oe.csraphic, Economic, and

Actuarial factors.

Sumaary of GAO finding. on National Prevalence of Pose-Retire.ent Kedical

Plans.
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I. em 'M ........ • Mefr.u...:

UNITED SfATf4:S TELEI)IIONE ASSOCIATION
POST-RETIREMENT HEALTH CARE STUDY

SUMMARY OF GODWINS DATA BASE

Aclive Uvn: I· J4 u-" .M·4f9 .... T....

,COS IUS ,COS IUS ,COS IUS 'cos , us 'cos IUS............. 0 0 1 I)' Il ',09' 4JI 1I.114,4S6 ..... 11.119._
CIII. 111111 0 0 0 0 0 0 6 94,89) 6 ....It)
T.........1.. 0 0 0 0 0 0 11 1,412.'" 11 1,..n.SIt..... 0 0 ° 0 I IU JO I,U).169 11 l.I...OS4.....,.... ° 0 1 115 Il ",011 101 ).''''.5. 111 ),549,7.'
c_Se",. ° ° I 50 ) I.OOJ ..) 119.)50 4' 110.401

JotAa. ° ° 5 JOG 30 10'- ", 11.900,613 110 II.tlI,14)

u em , ... Nt r...·'.. r M •• "":

Acti¥C U"u: I· J4 J5 -" •M·4f9 .... T....

'COS 'US 'COS , ED 'COS 'US 'COS 'US I COS , F..t:S

............. 6 6) II 614 Jl 5,111 It 191.41) 'U 199..... ,
C I.... I , 0 ° I 160 , J).n) 1 n.J21
T'........III I It ° 0 , 1••5 U 11.ll1 19 71,416.... ° 0 0 0 ) 1tO n " 4SJ.510 .. 454,170.....,..,. ° ° 1 " ) ,. 11 1"._ J) 169.010
C_SaY. ) 16 I JO 6 I.B5 19 ......"1 )9 416,OIl

jrOfAa. II 121 14 .. • t._ Ilt 1.IOO,nS 14' 1,110,471
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UNITED STATES TELEPIIONE ASSOCIATION

Post- Retirement Health Care Study
Summary or BUs

Based on Godwins' Database

Avence BLI Welchleel by Number or Elnployees

Iddn fu Ants Pvsl Au 65 No.ofC'" No. of fAuluca

A.riculture. Wi....
M_r.cIuro a WIiloIeuIe 0.1232 0.2140 446 II ,129,6116
T....

COII8truetion O.71SI 0.0604 6 94,893

T....,...... a Utilitiea 0.7974 0.264) 78 1,472,S1I9

R_il Trede 0.4710 0.(60) II 1,8114,OS4

FillMCC a I.....nnce 0.6121 0.1926 222 l,S49,719

C...... Servica O.S711 0.1267 47 780,402

forAL 0.6111 0.2060 110 11.911.343 I
CsrnS-

1-24 EIIIpIo,..

H-99 Employeea

1....99 EmpIo,..

fuAa65

0.41SO

0.6412

Pwt_"

0.1476

0.1717

Nt. tiC-ad-

o

S

lO

No. of Emplo,.

o

lOO

10,l6O

SOO+ ElIIpIoyeea 0.6117 0.2060 79S 18,900,68l

F'JAL 0.6187 0.2060 810 18,911,l4l I
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UNITED STATES TELEPHONE ASSOCIATION

Post-Retirement Health~ Study
Comparison of TELCO Demographic and Economic Structures

and Actuarial Basis to National Averages

DciDompbjc

Tow Active Employ.

Active Employ. covend by Rea,.
Medical Plaas subj«:t to SFAS 106

Retirees covered by Medical P_

Averap Ap of ACbWl

Avera,e Service of ActiWi

EcQaomk

TELCO

613.193

613.193

2~.482

41.6

16.6

Employers in GNP

30.700.0001

S.300.()()()l

31.22

8.5'

Compensat\oa Per EaIp1o,.e

"'vera,. Claim pa' R.u.

Labor Cost U I " of Value Added

Value Added U • " of 0uIpat

AC(:umula1ed VElA UIICI

Annual VEBA cootributioaa ill UC*l

of cwms

AgulNI

S31.S33 $29.500'

S3.07S S1.1O'2"

31.5'" 6'.3 ,,'

74.3'" 100"

S1.25I.• milliaa N/A

300.3 aIilliaa N/A

Pn!·RetiretMlll Tumovw

Retiremeat Ap

1991 SFAS 106 ex.,..
T·2'

Table'

$2.693.1 milliaa

T-6'

63'

N/A

1. Source· U.S. G-.l Ace _iii 0fI0I
2. Source· U.S.~ of 1MIar..... of LMor SIIIiIIicI
3. ~. U.S. a- of till e-o.n.a Popa1etiaa bporu
4. Source - U.S.~ of Co ...... ofEc..-ic ADal)'Sil Surwy ofeun.t Bum-
S. Source· 1990 H.will APori_ s.w, of R.u. Medical a-fita broUJbt forward to 1991 with 19" trBl
6. Source· 1990 AJlMJS "~' PrioI c., LECI
7. See tabl. CD dII:IiJ
~. Soun:e. Micipoim of S TIWII aIId ill ,....ny KCtpted Acmarial PJ'Idice

Source • The~ Vol. 21 No...
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UNITED STATES TELEPHONE ASSOCIATION

Post-Retirement Health Care Study

TELCO Retirement Rates

Rate of Retirement

SS-61
62
63
64
65
~

70

9.54"
25.00"
10.00"
10.00"
67.00"
10.00"

100.00.

Comparison of TELCO Turnover Bares ys, 'Standard' Bares

Probability of RcmainiOI in Service Until Ale S5

CymntAU

30

35

40

45

50

1:1

.743

,m

.951

.995

1.(JOO

TELCO
I::1

.5OS

.650

.811

.935

.991

GNP
I:i

.2.50

.363

.S10

.617

.171

1:11

.013

.047

.141

.6M

1. Stladard Tabl. ill '*.... from T·I (11IOII~ve) tbroup T·II 0-- eaa-vacive). T-6 .ep._"IIIicI-poiDt
of tID,..

3. SupponiDl evide:e for low iDcidB:e of tumDYw at 'm.CO relative to uIioaalav.... ella be .. by tba hiP.
aven,. .,. ad put .mce of TELCO emplo,.. relative to .venae .,._ .-vice of aatiaaal worki.q pop,,'tim.
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UNITED STATES TELEPHONE ASSOCIATION

Post·Retirement Health Care Study
Summary of Data on National Prevalence of

Post·Retirement Medical Benefit Plans
(Source. United States General Accounting Office)

Covered Employees· by Industry

, Total Emplo,_ ., of Conred
Industn TgtaI Employw COY" Emplo.. Wbp An Covncl Em*Y- in Indll1tJ

A,nc:uJrure. Mu•.
Maaufacrure It Whol_. 26.729.660 11.602.172 43.4" 30.17~

Trade

CODStructlOll ".592.367 562.191 12.3 " 1.46"

TrmsponatiOD " Utiliti. 11.674.827 8.1$3.209 75.8" 23.02~

Rewl Trade 15.717.209 3.962.734 2S.2 " 10.31 "

FiDaDc:e It lDswmce 21.210.193 10.431.800 37.0" 27.13"

COI1SIlmef ServiCII ••.,5.653 3.040.556 34.2" 1.91 "

,fOTAL 9'.119'- 31.4.54.062 «).1. 100.00.

Covered Employees· by Company Size

Company Si-

1-24 Employ_

25-99 Employees

500 + Employees

~ TcKaI Em,.,..
TQIIIlmplgyw Cpytrtd r.m*yw WlwAnCo!IIWI

13.314.195 556.209 4.2.

12.713.231 1.663.931 13.1 "

19.631.114 3.147.903 19.6.

50.091.299 32.316.012 64.7"

95.119.909 31.454,062 40.1 "

~tlCo'"
!aIpIo~ by
C_.. Si·

1.45"

*Covered EIIIp~~1IIIpl~ wbo wort for COIIIpIDitI wbich .... paIl•..-u-t Ddical p.... n. GAO _ ..... dIa&
oaJy 30.7 millioa of d113'.5 IIIillioD c:ovend empJo,.. 8CtUI1Iy could ~tialIy qulify to I'IClIive coverap froID COIIIpay spcmond
..,1... '!'be fMNinirt. 7.' miIlioa employ.- J"IpI__ thole wortiq for noa~." JI'OUPI within tbe w....,- (•.•. alUblidilry
lhicb doeI DOt partici~ ill the colDpllly'. plln) or employ_ wbo IN covend by muJti1lllployerp" which .... DOC IlIbject to SFAS

106.
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans

100

(Source = United States General Accounting OffIce)

.. Total EE's Who· Are Covered by Industry

f In.nce' Consume' Ser vices
Insur.nce

75.8

o
Agrlcultur., ""n,nll. Con.trucllon Tr.nspor ••lIon' R•••II ".d•
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans

Conslrucllon

1.4

"anaportallon •
UllIIIl ••

Ae'.11 "ad.

27.1

30.1 Agrlcullur., Mining.
Menu'eClure • Whol ••e'.

lred.

ConSumer S., vlc.s

7.9

f Inane••
Insuranc.

) l) f I " 1\ I?I 0' j EtlJplUp38S LJ~ ! lid";,, II \

{SourC8 = Unlt8d Stat8s G8n8ra/ Accounting OffJC8}
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of Post-Retirement Medical Benefit Plans

100

80
64.7

60

40

20

o

19.8
13.1

4.2

/

(Source = United Siaies General Accounllng Office)
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United States Telephone Association
Post-Retirement Health Care Study

Summary of Data on National Prevalence
of P08t-Retirement Medical Benefit Plan8

~,10.0
",,100-499 Employees

\

1.4
1-24 Employees

84.2
500· Employees

--------------------
ttl (It ( :« 1\ t III 1« I t l17pIOvet?9 l'\' I 'I 11111 1, 111\ ,':, I I

(Source := Unl ted States General Accounting 01 lice)
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